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Investing in Montana's Working Families: .

A Montana Earned Income Tax Credit (EITC)
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"States that enact EITCs can

reduce child poverty, cut tzxes,
and increase the incentive to
work for families struggling to
make ends meet."

Center for Budget and Policy
Priorities ('rState Earned Income Tax

Credits," October 2008).

In Montana, thousands of families across the state are working but
still struggling to make ends meet. Recent economic trends have
made it even harder for working families to live above the poverty
line. Montana has over 17,000 families that are.working but poor.

A state EITC would provide a much-needed economic boost to these
hardworking families and their communities. Indeed, the rnost
efficient way to stimulate the Montana economy is to support low,
income families who are likely to irnmediately spend that support in
businesses and communities across the state.

Key Points

. Over 17,000 f,amilies in Montana live in poverty despite the fact that they work. EITCs supplement the
incomes of working families struggling to make ends meet.

o Montana's income tax system is one of the worst in the county in terms of the burden it places on poor
and low-income working families.

o Credits targeted at low-income households are an efficient way to boost the economy through
increased demand for goods and services

o The federal EITC has enjoyed bipartisan support since its inception.

r In 2007, over 75,000 low-income working households in Montana received over $134 rnillion through
the federal EITC,

. The federal EITC is the nation's most effective anti-poverty proglam, lifting over 6 million people,
including over 3 million children, out of poverry in 2009 alone.

r The maximum federal benefit in 201.1is $5,805. A state EITC set at2lVa of the federal EITC would
result in a maximum benefit of $1.,161 for low-income working families, with a total costto the state of
approximately $33 million per year.
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Why Does Montana Need a State Earned Income Tax Credit?

o Montana's Income Tox System Pushes Working Families Further into PoverQ'.
Montana is one of the few states in the country to impose income taxes on working families living in
poverty. We begin taxing a two-parent familywith two children at a lower annqal income thah
anlt other state in the country.l Montana begins taxing a two parent household with two children at
$12,000 in annual income, which is 55% of the poverty level for a family of that size. For a single
parent family with two children, income taxes begin at $9,900 in annual income, which is 5B%o of the
poverty level. By enacting a state EITC, Montana would help cushion the effect of our income tax
system on working families Iiving in poverty.

o Economic Trends Are Making It Even Harder for Montana Families to Make Ends Meet.

Economic trends have made it even harder for many working families to make ends meet. In 20L0, a
full-time working parent earning minimum wage made approximately $L5,080, which is $6,970 under
the federal poverty line for a family of fqur. Over 17.000 Mqntana families [over 7oln] are
workingbutpooi.2UnfortunateIy,Montana,sincometaxsystemmakesitevenharderformanyof
these families to purchase basic necessities. A state EtTC would help these families secure housing,
groceries, childcare, transportation, and medical care during these economically challenging iimes.

. Tax Credits for Low-lncome Families }ffer Effective Stimulus
during Recessions.
Putting more money in the hands of low-income families is
particularly good policy during an economic downturn. The
basic tenets of econornic theory uphold that increased
idernand for goods and sefvices is necessary to bring an 

'

economy out of recession. Credits targeted at low-incomq
households are an efficient way to achieve increased
deln4nd for goo4s and services. because low-ingom.e
families are likely to spend the entire credit. resulting in
an immediate boost to the economy.3

"Lower-income housbholds ore .. .

more likely to be among those with
the highest propensigt to spend,
T herefo r e, pi;o li c i e s aimed at I ow er -

income households tend to have
g r e ater stimu lativ e effec*. "

Congressional Budget Office ("Options for
Responding to Short-Term Economic
Weakness," January, 2008J.

What is the Federal EITC?

.''
The federal EITC was created in 1975 and has long enjoyed bipartisan support. The federal EITC
supplements wages for low-income working families. Only people who work are eligible for the EITC.
Ttre maximum benefit in 201.1, is $5,805. The EITC is administered as a refundable tax credit, meaning
that recipients receive a refund when their credit amount is greater than their total tax liability.
P,residents Reagan, George H.W. Bush, and Clinton all propos-ed expansions of the federal EITC.

I Phil Oliff and Ashali Singham, 'iThe lmpact of State Income Taxes on Low-lncome Families in 2009: Center On Bud$et and
PolicyPriorities,April26,2o70,http://www.cbpp.org/files/4.29-10sfp2.pdf.
'U.S. Census Bureau, 200'7-2009 American Community Survey. .

' Chad Stone, "Assistance for Hard-pressed Families is one of the Best:Ways to Preserve and Create f obs: Measures Supported
by Some Policymakers Would be Far Less Effective," Center on Budget and Policy Priorities, fanuary g,2O0g,

http://www.cbpp.orgl 1 -9-09bud.hrm
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Has the Federal EITC Worked? Yes.
o The federal EITC lifted more than 6.5 million people, including 3.3

million children. out of poverty in 2009.a
. Expansions of the federal EITC have been found to increase workplace

participation among single parents.s
o Research shows that families use the EITC to pay for basic needs, home

repairs, commuting expenses, education and training, and other
expenditures to improve ernployability.6

o Recognizing the effectiveness of the federal EITC, twenty-four states have
enacted refundable state EITCs to further supplement the income of working
families.T

"[The EITC is] the
best anti-poverty,
the best pro-family,
the bestjob
creation measure to
come out of
Congress."
-Former President
Ronald Reagan

How Does the Federal Earned Income Tax CreditWork?
Eligibility for the federal EITC is limited to low-income families and individuals with earnings from work.
The amount of credit available depends on family size and income. The credit varies with income in three
ranges: (1) the phase-in range where EITC benefits increase with earnings; (2) a plateau where the
maximum EITC amount remains constant; and (3) the phase-out range where benefits decline as

earnings increase [Figure 1). Most families claim their EITC when they file their federal income tax
return. A small number of families choose to receive the credit throughout the year as a supplement to
their paycheck through the advance payment option.
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t Eri." Williams and Nicholas Johnson, "How Much Would a State Earned Income Tax Credit Cost in Fiscal Year 2012," Center
on Budget and Policy Priorities, November 24,20t0,http:/ /www.cbpp.org/cms/index.cfm?fa=view&id=2992.

s Nada Eissa and J.B. Liebman, "Labor Supply Response to the Earned Income Tax Credit." Quarterly Journal of Economics, Vol'
'111 No. 2 (May 1996) pp. 605-637.

oTimothy M. Smeeding K.R. Phillips and M. 0'Connor, "The EITC: Expectation, Knowledge Use and Economic and Social

.Mobility," The National Tax Journal, Vol. 53, No.4, Parr L2 (December 2000) ppt787-7270
Z Eri., Williams and Nicholas fohnson, "How Much Would a State Earned Income Tax Credit Cost in Fiscal Year 2072," Center

on Budget and Policy Priorities, November 24,2010, http://www.cbpp.org/cms/index.cfm?fa=view&id=2992.
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HowWould a State EITC Work?
Most state EITCs are patterned after the federal credit (see Appendix A for detail about other states'
EITCs). A state EITC would give workers a refundable tax credit equal to a percentage of the federal EITC.

By linking state eligibility rules to those of the federal credit, Montana can take advantage of federal
compliance efforts and coordinated efforts to publicize the availability of the credit so that families
receive the benefits for which they are eligible, Refundability is a key feature of the EITC. Refundable tax
credits are paid to families regardless of whether or not they owe income tax. The EITC is first used to
reduce a family's tax liability, with any remainder returned to the family in the form of a refund. Montana
begins taxing income well below the poverty level. In addition, low-income families pay payroll, excise,
anil propertytaxes. A state EITC set at 20o of the federal EITC would result in a maximum benefit
of $I,.161 for low-income working families. with a totAl cost to the state of ,approximately $33
million Der vear.

Who Would Benefit from a Montana EITC?
i ;i iti, 

" 
r',, i i" -,r, "sFigure 2 maps the recipients of the federal EITC. Appendices B and C show detailed information about the

federal EITC by Montana Senate and House districts. Over 75,000 Montana households (75o/o) received
tlre federal EITC in 20A7 andwould therefore benefit from a state EITC. Child care workers, paramedics,
preschool teachers, school bus drivers, firefighters, elernentary school teachers, licensed practical nurses,
and workers in numerous other occupations would be eligible for the EITC based on the average starting
salary for these professions fsee Figure 3J. As these workers move up the pay scale, they may no longer
be eligible f,or the credit.

Figure 2- Montana EITC Recipients

o/o Recieving EITC

i'io Dcta 15.- 30%

]a-s"l .:0.30%
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The income of a family of four supported by a full-time worker earning $8.00/hour still falls below the
poverty level. The same family wbuld be raised out of poverty by the combination of a state and federal
EITC fTable 1J. The increase in income from the federal and state EITC is equivalent to a wage increase of
$2.90/hour

Table 1

How would a State Earned Income Tax Credit
Help a Familv Su a Low- Earner?

,r&foss

'EarninEs

Percent
of 20.10,
Pover,!y
Guideline

2010 .

- deral
EITC.

State
EITC

:Equal !o
7A%.

Federal
Credit'

Sum o{ ,'

Earning,
Federal
and,state
EITCs

Percent g{
20{0,, ,,..r

Poveff
Guideline

.

' 
,: : i

Family of Four,supported by:
;i+.: lt,!

:,::1.

One full-time
minimum
wase worker $15,080 6Bo/o $5,036 $1,007 $21,r23 96o/a $2.9r
Two full-time
minimum
wage
workers $30,576 l39a/o $3,116 $623 $34,315 7560/o $1.80
One full-time
worker
earnlng
$8.00/hour $16,640 7 5o/o $s,026 $1,005 $22,,67L 103% $2.90

One full-time
worker
earning
$12lhour $24,960 t13o/o s4,296 $859 $30,115 'J,37o/o $2.48

Sowrce: Health and Human Services Poverty Guideline, lRS and Author's Calculatfons

5lill;i:



Employers
The EITC serves as a wage supplement, helping businesses find labor at affordable rates while workers
earn enough to save, pay for housing, and plan for the future. In short, the EITC is a wage supplement that
makes work pay. The federal EITC combined with a state EITC is equivalent to a$2.9I/hour raise for a
minimum wage worker (see Table 1J.

$3s,000

$30,000

$25,000

$20,000

$1s,000

$10,000

$s,000

$0

Figure 3: 2010 EITC Amounts by Occupation, StartingAnnual Wages

Child Care Preschool Paramedics School Bus
Workers Teachers Drivers

,

' Starting Annual Wages q Federal EITC Amount

Elementary ,Firefighfers Licensed
School -. , Practical

Teachers . ' :: ' Nurses

Stare EITC Amount [20%)

Rural Areas and Small Towns :

Although nationally most beneficiaries are in large cities, rural areas and small towns get a
disproportionate amount of the benefits per capita compared to urban populations. In Montana,
650/o(47,683j of EITC recipients in 2005 resided in rural areas, bringing over $82 million to their
communities.E

6 Elizabeth Kneebone, "Bridging the Gap: Retirndable Tax Credits in Metropolitan and Rural America," The Brookings Institute:
Metropolitan Policy Program, 2008

6lllr*.i:
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The Economy
The Federal EITC is expected to bring $151 million into the Montana economy in20I2.A state EITC at
20% of the federal -ortd pump mori than $30 million into Montana's communities.e By placing the

money in the hands of the people most likely to spend it, a state EITC would increase demand for goods

and services and boost the economv.

Conclusion
The state of Montana has the opportunity to improve the lives of low-wage workers across the state by
enacting a state EITC. In addition, a state EITC would benefit employers, the economy, and rural
communities. Montana should ioin the majority of other states with income tax systems who have

recognized these benefits and enacted state-level EITCs,

' Erica Williams and Nicholas f ohnson, "How Much Would a State Earned Incorne Tax Credit Cost in Fiscal Year 20t2:' Center
on Budget and Policy Priorities, November 24,2070,http:/ /www.cbpp.org/cms/index.cfm?fa=vie w&id,=2992.
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Appendix A

State Earned Income Tax Credits Based on the Federal EITC

Percentage of Federal Credit , 'i;. ' ',' ,

fTax Vear 20L0 ,,Refundable?State '

Delaware
District of Columbia

Indiana

Illinois
Iowa

Kansas

Louisiana
Maine

Maryland"
Massachusetts

Michigan

Minnesotab
Nebraska

l\ew Jersey
New York',

North Carolinao

Oklahoma
Oregon"

Rhode Island ,

Virginia
Washrngton

'Wisconsin

Except as Noted)

2oo/o No

40o/o yes

9o/o

5o/o Yes

7o/o yes

7qo/o yes

3.5o/o Yes

5o/o No

25o/o Yes
.J.So/o yes

20o/o Yes

Yes

Yes

Yes

Yes

Yes

Yes' Yes

Partiallye
Yes

No

Yes

Yes

Average 33olo

10o/o

20o/o

30o/o

5o/o

5o/o

60/o

25o/o

32o/o

20o/o

Not yet implemented; scheduled
to,be I0o/o in20l2r

1.49/0 - two children
43o/o: three children

Notes: From 1999 to 200.1, Colorado offered a 10% refundable EITC financed frorn required rebates underthe statels "TAB0R"
ment. Those rebates, and hence the EITC, were suspended bdginni ngin 2002 due to lack of funds and.again in 2005 as a result of

voter-approved five-year suspension ofTABOR. In 2011 when the TABOR suspension expires and given sufficient revenues, rebates
resume. A new law passed in 2010, however, would prioritize EITC tefunds over rebates and over use ofsurplus revenues to fund

n income tax cut also scheduled foi 2A11.
Maryland also offers a non-refundable EITC setat 50 percentofthe federal credit. Taxpayers in eifect may claim either the refundable

or the non-refundable credit, but not both.
Minnesota's credit for families with children, unlike the other credits shown in this table, is not expressly structured as a percentage of
he federal credit. Depending on income level, the credit for families with children may range from 25 percent to 45 percent oft}le.

credit; taxpayers without children may receive a 25 percent credit.
Should the federal government reduce New York s share ofthe TANF block grant, the NeW York credit would be retluced automatically

the 1999 level of20 Dercent
North Carolina's EITC is scheduled to expire in 2013.
Oregon's EITC is scheduled to ekpire at ti\e end of 2013.

ington's EITC will likely be worth 10 percent of the federal credit or $50, whichever is greater.
Rhode Island made a very small portion of its EITC refundable effective ih TY 2003. In 2006, the refundable portion was increased

Slili:ilr

m 10 percent to 15 percent ofthb nsnrefundable tredit [i.e., 3.75 percent ofthe federal EITCJ



Appendix B

CHARACTERISTICS OF ETTC.ELIGIBLE TAXPAYERS, 2OO7

StrAIE:

Montana
The kletropotitan Policy Pragranr at BrookDrgs

EITS'ELIG|BLE FOPULATION .

Total EITC-Eligible Tax Units 80,493

.et+o-eugairF FrL$rG rjf*rT cHABAcTERTsT:rc$.r .

Filino Stafus

h,lanied, Filing Jointly 25.60;'o

Head of Household 49.4o./o

Single 25.Aoio

Size of Expected Earned lncome Tax Credit

'$3"D00 or
t-tlofB

$?,C'-r0 ro
$1,:?tli-t

'l

$:l D[3 io

$5fl0 to $tlit|}

Llncler 350G

0% 10,,6 20% 30% 40"6

Share oi EITC-Eligrole Tax Filers

EITS.EU9{*LE TAX FfLER CHAFIACTf RlsTlCS

Race and Ethnicitv of Taxpaver

AsianiPacif,c Other. 2.4q.'

Total Population in EITC-Eligible Units

Nsmber of Qualifvins Children

37.\on

233,444

E

'ag
Ltl
<f
cJo
f

j --*t-atino, 3.49i

E None t One tlTwo or lvlore

Adiusted Gross Income

51 to $4 ggg 18.7oio

$5,000 to ,90BgS 19.5%
S10,0-00 to $14,9St| 1$,4oib

515,000 to $ 19,S9 12.ti9o

$20,000 to $24,999 I t.1eb
s25,000 ro $29;999 7.3Vo

$30,000 to $39;999 11.4o1a

Aqe of Taxpaver

Under 25 years 1l .7o/s

25 lo 34 years 32.8o/o

35 to 44 years 22.7Va

45 to 54 years 24.29o
55 years and over 12.0%

lslander.
0.40..6

Anerictn.
lndian, 11.796

Black. 0.8o;b

9li:)it,1*

..-"!Vbi!e, 81.3,*i



Senate
District

1,

2
-J
4
5

6
/
8
g

10
L1'
t2
t3
t4
15
t6
1.7

LB

1,9

20
21,

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
3B

39
40
4L

42
43
44
45
46
47
4B
49
50

lLll);rnr-

Total returns
9859

72453
1.0233
L0531
14001
9789

70478
B55B
9t20
9823

10638
7275
9845
94'.t7
9345
7391
8647
9358
9714
9777: 7022
8756
9855

"J.1276

9686
10s77
s686

10340' t0404
10306
13396
L3779
9829' 8629
9038
9703

177+2
9450
9367
8+69

I0047

8920
71459
11593
17756

EITC returns
1606
1,742

1485
1535
2076
L9Z0
1664
291,9
1139
L522
1.924
1384
1304
1179
1338
2587
1442
1370
1,7+1_

1351
2595
1395
1227

, 1340
1.535
:J.794

: '15't5

1005
1,1,23

113Z
L436
1015
1004
1638

, 1448
1,405
1327
1383
'1.1.93

1,435
1.176
1 158

.1255
L6+7

1480
x216
1665
L727
1792

EITC amt
$;2,906,548
$3,029,547
$2,654,002
$2,758,433
$3,619,279
$3,781,035
$3,086,256
$6,371,022
$r,974,840
$2,835,589
$3,506,726
$2,485,9+3
$2,395,682
s2,096,471
$2,339,+09
$5,529,843
$2,75L,760
$2,469,866
$2;028,876
$2;377,286
$5,823,509: $2,512,,993
$2,160,621
$2,+65,966
$2,687 irBT
$3,L32,725
$2,695,+tg
$L,777,235
$1,961,003
$1,894,548
$2,292;940
$7,4LL,272
$1,335,233
$2,834,L97
$2,265,284
$2,3,95,607
$2,324,253
$2,4L2,949
$2,724,505
$2,370,'J,83
$r,921,7tL
$2,068,038
$2,172,306
$2,970,623
92,628,387
$2,404,738
$1,910,041
$2,59'1.,045
$2,765,69'J.
$2,91.8,975

Appendix C: EITC returns by Montana State Senate District, 2OO7 taxyear
Percent of Returns
with EITC

1_60/o

!4o/o
1,So/o

L5o/o

ISo/o

Z0o/o
'J,60/o

34o/o

I2o/o
ISo/o

IBo/o

19o/o
.J.30/o

1.30/o

14o/o

35o/o

37o/o

. ,. .r !2o/o
1?o/^

15o/o

ISo/o
. . 1.0o/o

L1o/o

. 1,0o/o

LZo/o

I1o/o

LSo/o
'L\o/o

LZo/o

l2o/o
I2o/o

ISo/o

L60/o

lSo/o .

l60/o
l4o/o
'1.5o/o

lSo/o
ISo/o



EITC Returns by Montana State House District, 2OO7 tax year

House
District
t
2
3

4
5
6

B

9
10
1.7

72
13
14
15
't 6;

L7
LB

19.
20
21
22
23.

24.
25
26
27.
28
29.
30
31
32
33
34
35
36
37
38
39
40
41,

42
43
44
45
46
47
48
49

12 lP*;;.':

Total returns
4723
5136
6808
5622
5038
5207
48BB
5654
5355
8650
5348
4442
5032
5447
4688
3870
4379
4741
4775
5049
5104
ft-lJJJJ

4056
3219
4645
5200
51 18
4300
4401_

4944
3819
3570
4302
4344
481,3

4547
51,57
4556
4490
52BB
3295
3727
485B
3898
4286
5473
51.44
s737
5703

EITC returns
785
821,

1058
681
749
737
7t2
824
684

1393
91.L

1010
831
832

L525
1,394

519
620
644
87B
879

:.::7gg

605
699
667
5I4
673
725

1303
645
797
749
62t
5,64
577

.560
7gl

r224
r371
606
789
63t
582
640
773

1015

Percent of
Returns with
EITC

77o/o
'1.60/o

760/o

72%
I5o/o

14o/o

15%
1.So/o

13o/o

16%
17o/o

23o/o

17o/o

1.50/a

33o/o

360/o

1.Zo/o

1,30/o

130k
17%
!7o/o
IV"/o
2Ao/o

19o/o

13o/a

I3o/o .

1To/o

I4o/o
15%
34o/o

360/0

150/o
1QO/^,v,v

1,60/o

14o/o
,J,10/o

73o/o

1,2o/o

L5%
37%
370/o

12o/o

20o/o

75o/o

7Lo/o

1,2o/a

1,2o/o

79o/o

EITC amt [$)
$7,487,954
$1,418,594
$1,958,791
$1,064,838
$1,387,924
$7,267,602
$1,280,308
$1,481,1L3
$1,1.69,064
$2,451,498
$1,779,508
$2,001,649
$1,488,038
$1,598,218
$3,245,759
$3,125,263

$846,976
$1.,L27,864
$1.,1.56,769

$1,678,820
$1.,668,277
$1,838;449
$1,396,534

. $1,089,409
$1.,L07,200
$[,288,482
$L,205,7\3

$890,7s8
$1,046,856
s7.,292,553
$2,748,813
$2,780,726
$'J.,2t2,667
$-1,539,A92
$1,306,186
$1,163,984

, $996,827
$1,031,947

$964,499
sL,472,889
s2,725,939
$3,097,570
$1,106,528
$1.,406,465
$1,095,16L
$7,042,5'1.6
$L,r78,319
$1,311,141
$1.,794,038



50
51
52
53
54
55
56
57
5B
59
60
61,

62
63
64
()5

66
67
6B

69
70
71
72 ':
73
74
75
76:
77
7B

79
80
B1

B2
B3

B4
B5

B6
87
8B
89
90
91
92
93
94
95
96
9.7

9B
99
100

$893,150
$7,933,797
$1,1.98,328
$1,230,664
$L,464,755

$867,669
$855,630
$873,429

$1,086,962
$'1,055,392

$829,156
$1,1L6,381
$L,L76,559

$541,853
$870,395
$436,764
$899,379

$L,635,371
$L,r96,897
$1,200,618
$1,064,703
$t,2r.5,a71
$1,180,536
$1,274,r73
$1,050,080
$1;J.49,488
$1"263,46!
,$765,055

$L,359,450
$1,343,581
$']..,026,60r

$957,129
$9.64,582

$L,1-00,322
$967,776
$973lA71

$1,198,835
$1,218,518
$L,75L,345
$1,463,892
$1.,t65,249
$1,209,033
$1,tr9.5,705
, $81.1,808
$1,098.233
$L,481-,392
$1,109,653
$L,L8L,92+
$7,583,767
$7,636,465
$r,282,5L7

4728
6337
4BBO

4754
5396
4839
4848
5789
4780
4891,
4795
5419
4921,
4332
6080
3651
6663
7806
s574
5971
7208
53BB
4441
4713
3916
4287
4751
4579
51,24
67.43

4999
4706
4744
482.9

4538
3647
4822
4465
5579
4929
4846
4566
4666
3751
5169
6628
4833
5746
6447
6685
5071

520
1,1,07

686
703
B4l
504
501
507
676
624
508
71.+
722
41.2

603
348
657
9i42
695
676
772
775
690
729
598
b55
'7'r'7

459
734
825
6.1,1

598
5,78

62L
s36
577

.678
702
944

,782
664
725
755
519
696
941
725
76;8

959
L080

7L2

'1,1_0/o

170/o

L4o/o

75o/o

1.60/o

100/o

100/o

9o/o

130/o

130/o

1,Io/o

13o/o

75o/o

100/o

1,0o/o

100/o

100/o

L2o/o

120/o

1to/o
1,',J.o/o

73o/o

160/o

1,5o/o

150/o

1,5o/o

150/o

1Ao/o

140/o

12o/o

12o/o

13o/o

1,2%
13%
1,2o/o

160/o

14o/o

160/o

17o/o

1.60/o

140/o

1,60/o

16%
L40/o

13o/o

74o/o

1.5o/o

759/a

15o/o

l60/o

L4o/o
Source: Brookings I nstitute, M etropoli ta n Policy Program
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